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Introduction
The termination of the Multifibre Arrangement (MFA) at the beginning of 2005 induced significant structural changes in the global garment trade. Countries whose exports to the US and EU markets were previously "guaranteed" under the quota system faced immense competition from more competitive suppliers that were restricted under the MFA regime. Through this event, a large number of African suppliers struggled to sustain their export shares whereas many Asian exporters recorded growth in exports. Vietnam is one such high-performing country with remarkable growth; its export value in 2011 was US$14 billion, 1 more than triple that in 2004 (US$4.2 billion).
Although growth in Vietnam's garment exports has been impressive, the industry faces challenges from its domestic economic environment, primarily from acute labor shortages and rapidly increasing wage rates. At the aggregate level, the country's garment industry is growing robustly; however, at the enterprise level, there is a significant variation in performance. Garment suppliers that successfully upgraded their processes and products were able to attract more orders and could afford to pay higher wages, whereas the less successful ones struggled to fill their empty production lines, coping with deteriorating contractual terms (particularly prices), and retaining workers (Goto et al. 2011 ). However, process and product upgrading will eventually reach their limits, and further functional upgrading will become inevitable even for the most competitive export-oriented suppliers. Moving into higher value-added functions are already important for such suppliers.
In contrast, smaller private garment suppliers currently cater mainly to Vietnam's domestic garment market. A number of these domestic-oriented
suppliers undertake the more knowledge-intensive functions, including in-house design, branding, and marketing, areas in which export suppliers have no experience. With the emergence of a dynamic middleincome class, particularly in urban areas such as Hanoi and Ho Chi Minh City, the domestic garment sector is growing rapidly with promising prospects for businesses. New apparel retailers evolved during the past decade, filling major commercial streets and shopping centers. Although this domestic-oriented industry has enormous potential, domestic suppliers lack the technical efficiency in the production processes that export-oriented suppliers accumulated over the years by producing garments in value chains coordinated by foreign buyers.
This chapter examines both the export-and domestic-oriented aspects of the garment industry and highlights how the industry can further develop by analyzing each of the bottlenecks that appears among the different types of suppliers (export or domestic). The chapter is organized as follows. The next section provides an overview of the Vietnamese garment industry. Section 4.3 determines whether upgrading occurred within the industry, categorizes garment suppliers according to their market orientation, and compares their key attributes and differences in the functional modalities of garment production. Section 4.4 reviews the possibilities of functional upgrading by examining the domestic market, which is followed by the discussion section. The final section concludes.
Overview of the Vietnamese garment industry
The garment industry has been Vietnam's largest manufacturing-based export sector since its integration into the global economy in the early 1990s. Since then, the sector has experienced rapid growth. With the 2010 export volume at approximately US$10.3 billion, garments are the country's largest export commodity and represent approximately 14.4 per cent of all exports from Vietnam.
Despite the presence of a large domestic textile sector, Vietnam's export-oriented garment industry is highly import-intensive because the local textile industry is uncompetitive, particularly in terms of quality. Therefore, production for exports takes the contractual form often referred to as CMT, which stands for "cut, make, and trim." Under a CMT production modality, Vietnamese garment suppliers receive input materials free of charge from international buyers. The CMT modality is essentially an international putting-out system in which Vietnamese garment suppliers are primarily compensated for their labor costs, the
